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'
RECENT TRENDS 94 THE STRUCTURE OF THE CABLE TELEVISIONINDUSTRY)

by

Martin Perry
,

,In recent years, important questions have been raise d about

the imgpct of the growing cable television industry upon telaisitTcom-,
,

muhiCations. This paper is an attempt to shed light on this problem by

examining some, aspects of the strucutre 9f-the cable television iOuStry.
1

f e
'

Section I presentd a brief,historyof theCTV,industry. $rtiOR II docu-

ments recent trends of concentration in ownership in the OZ,Vindustry,.
\

Section III discusses growth'of thf five ledding,CTVfirms. Section IV

dipcusses the vertical integration of the same fve0leading CTV firms:

Finally, Section V concludes with an explanatcry scenario of these-recent

, 4 .

events within the CTV ihdu4try..;

ti 1

P
Section I .

The pioneering applications of cable television technology
7

occurred in fate 1948 independently14 Astoria, Oregon by 1. E. pareons

and in Mahanoy City, Pennsylvania by John-Walson. 2
Astoria and Mahanoy

City were just beyond the broadgast range of the new over-the,air this-

vision stations in Seattle and New York, City, respectively: HoweVer,
) ,

Parsons.and Walson discovered that the Over-the-air televislon signals

could be received by large suitably-located antennas and then retrans'-'

ti mitted by .-sble to television-hungry homes in theii respective commu-

nities -. Costs of these twolearly Systris were mainly covered by ,the.

profits on the-sales of television sets to the subscribers.

Y.

ti
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The pattern was soon,fal?wed in other similarly situated

.communities as'a reeyit of the 1949-T952 FCC freeze on television

spectrum allocations which postponed the introduction,of over -the -air

television outside major urban areas.
3

Even with the rapid spread of

over-the-air television after 1952, cable .television,continued to

grow. CTV industry subscripUons doubled every year until 1956

reaching 300,000 and thereafter apprbximately 100,000 new subscribers

per year were enrolled until 1964.4

.

This growth of the, CTV industry can be partially
5

attributed

to the-demand'for additional television network pr(grtImming in'those

communities having'over-the-air accese to less than the'three existing

ne*rks. Full over-the-air network coverageof the'entire nation
1

could hhve been achieved by a Federal Communications Commission policy

of regional, television spectrum allocations. Instead, FCC policy

arising from thp 1949-1952 deliberations prevented full network cov-

erage by grantidg,only localktalevision specLrum all.ocations. . As a

'result, many small local teltvision markets unable to suppotat three

network affiliates were denied the full network programming that power-,

ful regional television stations could have supplied. Thus, durin4-

the 1950's and ear1y.1,960!s, cable ieleVision grew mid prospered in

6he gaps of.incomplete network coverage, complementinKover-the-air
-1-,

televition service.

In a report to the FCC in 1965,' kartinSeiden t19651 atated
1

that there were nO existing CTV systems operatlilg In communities with
./

f
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godd reception of the three network signals. 'Further, Seiden ques,
.

A
tioned the pbtential of cable televisioa to penetr7te such markets.

Thus, Seiden concluded that thegrowth.of the CTV industry would be

limited to tommuniti'es whieh'were unable to receive the. three network

signals and which could be, profitably wired. Seiden computed the re-

sulting maximum;, CTV penetration for 19e, at six million iub-

scriptions, Only 10 V of total television'homes at the_time.
7

Even thoUgh CTV subscriptions did not reach six million

Until 1972, the years 1.;66 and 1967'witnessed the introduction of

sable television into New York City and Los Angeles, respeetively.

During the early 1960's, CTV entrepreneurs had come to believe that

some "combination of improved recepton, local origination, and im-

portation, of additional independent television signals could make

urban cable television profitable`. Apparent initial successes with

cable television in large communities attracted additional capital

and publitity to the CTV industry. The exagge ated specter.of

c. "wired nation
8

appeared to be a serious thre t to over-the-air tele-

vision and-the communications system fostered y the FCC. Thus,

prodded by existing broadcast interests, the FCC asserted and initialed

< S.
regulatory control over the CTV industry in MarO, 1966. /

Sbme aspects of the regulatory influences upon the CTV in-

dustry will be discussed in section V. But first, the trends of in-

creasing concentration, growep- f large CTV chains, and vertical

integration within the CTV industry will be discussed in sections q,

III, and IV, respectively.



Section II

In the'discussion of "CTV chains" to follow, concentration

not be interpreted as traditional, horizontal integration. In-
, .

dividual CTV systems are franchised aslobal monopolles and therefore

by definition Cannot compete among themselves for subscriptions. Thus;

concentration ratios have no" meaning in the traditional sense. However,

concenbtion ratios are examined in this sectionln order to illUcidatt

the trends in the national market for access'to viewing audienges. In

doing se, the information may be of assistance for examine-the ipplica-

tions of the-growth of cable televisibn on the quantity, 'quality, vari-

ety, and price of programming available to the natios04 television

viewers.

Based on the Seiden report, a rough picture of the CTV'in-

dustry can be constructed for January 1, 1965 (see table 1,-!column 1).

leading four CTV firms accounted for 'approximately 250,000 sub-.

scriptions--half of these belonging to H&B Communications controlled

by RK0 General. Relative to total industry subscriptions of approxi-

mately 1,275",000, the COmputed four-firm concentration ratio is 19.6%.

Further extrapolation from Seiden's data yields a eight-firm concen-

tration ratio of 28.2%.

Between 1965 and 19)0, growth of industry leafiers struggled

to. keep pace with total industry growth. From a book edited by Charles

Tate [1971] entitled Cable Television in the Cities and from Moody's

Inchitarlal MAnuhlo, one can/construct rough upper bounds on. the Huh-

I
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(1) Jan. 1,1..965 -

-

Talhe

(19.6 %)

(28.2%)

1. RKO-H+B
2. -,

3. --
4',.. --

.

5.

6.

7. ''

8./

120,000
60,000
40,000

AO 000
250,000
30,000
30,000
25,00
25,000
360,000

industry 1,275,000

(3) Jen. 1, 1971

1. TPT 535,000
g. Cox '197,000
'3. ATC 180,000
4. Viacom 12.9222

1,062,000 4 (20.0%)

5. Tele-Comm 142,000
6. Cypress 140,000
7: CG 123,000
8. TL 1o6,o0o

1,573,000 (29.7%)

industry 5,300,000

(2) L.3.4121222L0

1. H+B . 242,000
2. TPT <243,000_

3. CoX. <190,000 -

4. ViecoM <1 0 000. max.

25,000 4 (18.3%)
5. 'CG r<123,000
6. Cypress .<120,000
7. ATG 112,000
8. TL <106,000 max.

1 ;286,000 + (28.6%)

4,500,000

1
1
1972

1. .TPT 670,000
2. Warner 60,000

C 3. Tele-ComM 270,000
4. ATC 260,000

1,550,000

5.. Cox 240,000
6. Sammons 200,000
7. CO 170,000
8. Viacom 170,000

2,330,000 (35.0%)

industry 6,650,000

industry.

(4) Jan.

(includes CypOss)

+ (23.3%)

(5) Jan. 1, 1973 (6) Jan. 1, 1973 ,

1. TPT >68o,000 1. TPT 680,000

2. Warner >360,000 2. Cox-ATC 520,000'

3. Tele-CoMm >320,000 3. Warner 360,000

4. ATC 2211,922,
1,635,00o

5. Cox >245,000

mtn.
(22.4%)

4. Tele-Comm .320,000
,880,000 --

5. Sammons 200,000

6: Sammons >200,000 6: Viacom . 190,Q90

7. Viadom >190,000
8. CG >170,000 min..."

(33.4%)

7. CG X70,000'.

8. Comm. Prop,

2,440m0

industry. 7,300,000

2,590,000 4

industry 7,300,000
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,Table 1
(continued)

(7) .116e 1, 1973
v04

800,060
2, Warner 450,000
3. Tele-Comm 387,000,
4. ATC 350,000

1,9 7,000 {24,8%)
-5. Cox 275,000
'6. Viacom 254,000
'7.: Sammons, 221,000,
8. CO. 1 202,000

2,939,000 (36.7%)

industry 8,000,000.

4

RKO = RKO General, Inc. (subs. of General
' Tire and Rubber Co.)

H+B = H+B CommuniCations Corps.
TPT = TelePrompter Corp.
Cox = Cox 'table Communications Corp.

(subs. of Cox Broadcasting Corp:)
Viacom = Viacom Internatiohal Inc.

(subs. of Columbia Broadcasting
System, Inc. until June, 1971)'

ATC = American Television and Communicatfons
Corp.

Cypress = Cypress Communications Corp.
CG = Cablecbm-General, Inc. (subs. of

RKO General, Inc.)
TL = T4me-Life Broadcast, Inc.
Tele-Comm,= Tele-Communications, Inc.
Warner = Warner Communcations, Inc.
Sammons = SamMons Communications, Inc.
Comm. Prop. = Communications Properties, Inc.

(1) Seiden presents only the RKO-H+B subscription count. Others were con-
structed from his additional data. The industry Subsc*ription count is from
TV Factbook-Services Volume, 1972-73, p. 75a.

(2).H +B's subscription count. -is from Moody's Industrial Manual (1970), p.12039
TelePrompter's subscription count is from computing the July, 1972 subscrip- .

tion total on only the systems TPT owned as of Jan. 1, 1970 --a substantial
overestimate. Cox:S"subscription"count is ftom Tate's Jan. 1, 1971'estimate:
after subtracting minor.1970 acquisitions. The Viacom (owned by CBS in 1970)
Cablecom-G,leral, apd Time-Life subscription counts are from Tate's Jan. 1,
1971 estimates. Alrican's subscription-count is from Moody's Industrial
Manual (1970), p. 1 O. Cypress's subscriptiori count is from Moody's Indus-
trial Manual (1971), v. 76. The /industry subscription count is .from TV
Factbook-Services Volume, 1972-73, p. 75a.

(3) Firm subscription'coUnts are from Tate, p. 106 which appear to be most
accurate for Ja.n..l, 1971. The industry subscription 'count is from TV Feot-
book-Services Volume,.1972-73, p. 75a.

(4) Firm subscription counts' are from my. direct computations from TV Fact-7
'book-Services Volume, 1972-73,'p. 84a. The industry subscription count is,
from averaging Jan.'', 1972 (6,0000160).with Jan. 1, 1973 (7,300,000); VV.

Factbook-ServicesVolume 1973-74, p. 84a. Warner includes Cypress tergor
agreed on in-May.1972, but not consummated until Sept. 1972.

4'
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(5) Firm aubscription counts'ard obtained by updating my July 1, 1972 com-
putations for acquisitions and mergers occurring during the second half
of 1972 as reported in the weekly CATV Station Activity Agendas. The
industry subscription count is from TV Factbook-.Services Volume, 1973-
74, p. 84a.

(6) Firm subscription counts az same as July 1, 1972 except they include
the unconsumiateu merger of Cox Cable Commission Corp. and'Aperican Tele-,
vision and Communications Corp. in July, 1972.

(7) Firm subscription counts are from Weekly Television Digest, Special
NCTA Convention Supplepdnt, June 17-20, 1970, p. 1.. Thd industry sub-
scription count is an estimate.of 700,000 subscription growth fer first
five months of 1973. a



91 tiptIon ,tiunts of Ipsding rims as "I J4hUMY It 1910 (000.01111e I,

coiimmi 2).. Relative to total industry subscriptions of 4,500,000, the

rewting maximum four- and eight-firm concentration ratios are 18.3 %,

and 28.6%, respectively.

By using Tate's computations without aajustbenti one obtains

10
an approximate picture of.CTV.industry leaders as of January 1,

(see table 1, column 3). 'Relative to total industry subscripOonsiof
1 4'.

5,3QC,000, the resulting four- and eight-firm Concentration ;ratios are

20.0% and 297%, respectively,:AOgifully, these are good estimates

against which to compare the, more recent ratios.

If to trend in concentration was evidended from 1965 through

1970, the evidence since'1970 Seems to confirm isodest increases in con-

centration. Based'on extensive computations from the 107Z-1973 Television

Factbook survey, of CTV systems, the subscription totals for the eight

leading firms can be computed as of,JUly'1,%1972 (see table 1; column 4).

Using ,a midye"ar industrYsubscription total of 6:650;000,11 the-computed

four- and eight-firm concentration ratios are 23.3% and 35.0%, respec-

tively. This%represents a slight but noticeable increase in concentra-

tion since January, 1971.
.

By updating the data from July, 1972 to include acquisitions

and mergers affecting, the leading CTV firms during the second half of

1972,
12

'minimum concentration'ratios can be computed for January 1, 1973

(go@ tghlo 1, wilo 9. Timiti reties ors minimum limits for the sxact

values to that: the data do not allow, for accurately estimating the lit-



ti

ternallgrowth of these CT' firms during the second half of 1972. How-

ever, these ratios ire 'it useful -check on the other results since the

odantlory 11.Television FactIlliv;k'estA.Mete of total :Ohtuatrt cabscripiAans !'.

is presumably more accurate than midyear interpolations. ,Thus, relative

..to total,industry subscriptions of 7,300,000 for January 1,1973,the

four-, and eight-firm concentration- ratios are 22.4% -and 33.4% respec-

tively,

In July, 1972 American Television and Communications Corp.

(ATC) and Cox Cable Communications Corp. (Cox) agreed on a stock formula

to merge their two firms. But as .a rebult of an informal disapproval.'

by the Justice Department; the merger plans were cancelled in April,

1973. However, if the merger had been approved, the minimum four- and

eight concentration ratios for January. 1, 1973 would have been substad-

tially increased to 25.8% and 35.5%, respectively (see table 1; column 6).

Finally, a yet more recent gauge of concentration. in. the CTV

industry can be obtained by means.of data'contained in the special

National Cable Television Association Convenlion Supplement of the

Weekly Television Digest. Sulscription totals for the leading eight

CTV firms are obtained for June, 1, 1973
13

(see table 1, column 7).

Assuming that new subscriptions for the first five'months ofAr173'may

be ,as high as 700,000,1,'4 the 8 millionIatimated totalindustrY sub-

scriptions for June 1, 1973:yield four- and eight-firm concentration

TatiO4 pf 24.8% and 36.7%, respedtively.
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t1) Jan. 1; 1965

.(y. Jan. 1 1970

.,(1) Jan 111971'

(4) July 1,, 1912Y.,

(5) Van. 1, 1973

.(7y June 1, 1973

I

Eight -fire

91121.1dtb1211241.9. coacentratidt ratio

19,;6%

0 .0
< 18.3%

.

.

<

28.2%.

28.65

20.0% 29.7

23.3A ;

> 33.14%.

24.8% '36%7%

5



ExaMining table 2, one finde.no evidence of idcreased con-

centration in.the CTV industry until after.1970, and then only modest '

-inCreses. gowevpr, this-evidence can be dedeiving ;41.60311 further

examination of the induetry. First, from January 1, 1965 to Januayy 1,

1971, industry sybsCriptions quadrupled rom 1.3 million to-5.3,million.

This four million increase in Subscriptions was spread over1300 systems

existing in 1965 as'well as over 1200 new systems beginning operation

''''. by 1 71.15 ThUs the maintenance of :donstantconcentration required the',

rayid'irowth of multi-system CTV firma by,means of acquisition and merger.:.

Second, the recent experience indicates-concentration may rise even with

imflicit ban by the Justice))epariment against mergers.among leading CTV

firms. Thus,-the aggrestive tendencies for in4St44:Pa04X0 to grow
. .

with.and even outgrow the industry as a whdlevill now,be.examined;in

section

Section III
: ,

TelePrompTer
'
Corp.,

1-6,17
the current induSiiy leader with over

60,000 subscriptions as of June 1, 19/3, has been built predliminantly '-

',by..acquisition and merger. The corporate entity was formed in 1951, but

the first venture into cable television was in 1959 with the acquisition

of two*small4Systems in New Mexico.- Other acquisitions of individual

systems soon followed. TelePrompTer acquired Eugene, Oregon (SF) and

Elmira, New York (SF) in 1960, Santa Cruz, California (SF) and Johnston,

Pennsylimnia (SF)1g in 1962, and,Tuscaloosa, 'Alabama. (S) in late 1964

A

.4
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A
Theri'until 1968,'acquisitions virtually halted while interest focused

on franchising and.initial develolament of the first urban CTV systems

in New York City and Los Angeles.

In Denember 1965, New York City- granted TelePrompTer a

franchise for the northern poYtion of the Borough of Manhattan con-
/

'taining approximately 406,000 dwelling units. Hughes'Airoraft,j6ined

TelePrompTer,in the,NeW-York City .franchise by acquiring 49% of'Tele-

proMpTer Manhattan CATV Corp. in June; 1966. :Men in,beceMber0.966, .

TelePrompTet andHughes obtainedjranchiaes from Los Angel,esjor vari

ous acreas of the'city containing aPproximately. 180,000 dwelling units.

Development of these two, systems began-soon after frafishiping, end cur-

rently they are TelePrompTer's largest WO systeis as well as being
/

among the ten largesrsystemsin the nation.
19

i In 1968, TelePrompTer began a new phase of acquisition and

merger.' In and 1969, franchises and undeveloped systems were) :

acquired in Alabama (Mobile (F)),-NeW York (Newburgh (F)) ,-Now Jersey)
.., , . .

# _ . ..

Jersey)
. . .

(NeWark (F)), and Florida: , But more importantly, in September, 1970,

TelePrompTer mergSZI,WithH&B Communcations Corp. ,2° the industry

leader. H&B'was formed in 1941,1'but had only,been.involyed in the

cable television' industry %ince 1960. In 1961, H&S had acquired the
4

.large Reno', Nevada (St) system. ,Othex'acquisitions during they 1960's

had included Florence, Alabama (SF), Clarksburg, Wet Virginia (S),

Dubuque, Iowa (S), Rochester, Minnesota (S), and the several small

systems of Jack Kent Cooke, Inc. 1968. In addition, franchises

a
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were developed during the 1960's in communities including Lompoc,

California (0, Santa Monica,, California 0),,and Wildwood, New

Jersey (S). 'Must when the merger.was,connummated, H&B added apprOx-*

imately 250,000 subscriptions to 'TelePpTer's over 200,000 subscrtp-

th the additionk Acquisition of'Reeves TelecOm 'Corp., in

(Huntsville, Alabamt.(SF) `, POrtemoutM Oregon (S) , /led

tioneA Wi

late 1970

4 ,

A

Seattler Washington (F)), TelePrompTer's approximate subscriptiOrt'

,count of.JanuarY 1, 1911 reached 535;000.2?'
' 4 .

' Since 1970, TelePrompTer has redirected its attention toward

.
obtaining and, acquiring franchises in'iArge commlinities,ipstead:ofic,

quiring existing large CTV sysiemt. Specificallyt TOlerOmpTer hOw,has

major new franchites in an Bernadino, California (SF),-Oakland; deli-.
o

fokn1it'691 Lot Angeles, Califoriiia (F),, Lakeland, Florida (F)4,west

Palm Beach, Florida (F) Trenton, New Jetsey (P), Islip, New Yotk (F),

South', Carolina (F), El Paso, Texas (F), Tacbma 'Washington

(F), Worchester, Massachusettt 0), and other communities. 'TelePrompTer

1

can also expect to obtain additional large franchises from among tte.

70 -80, applicationt.22

Thus,, TelePrompTer's growth has traditioilelLy resulted from

,/
.merger and acciuizAtion. However', TelePrompTer has also exhibited ag-

. gressive leadership in thedeelopent of urban CTV systems and in

/

franchising large
1

communities. Thus, future grOwth will undoubtedly

shift to the internal development of existing and new franchises in

urban areas and medium-sized towns.
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I
The second largest CTV'firm.behinCId TelePrompTer is Warner .

. .

,

"Communi
23.

cations, Inc; with approximately 450,000*subscriptions aeOe
. ,,

auneP1,,1973. Originally,invOlved in funeral operations,',Cleeningc

'and maintenance services, aftd,parging'garages', Kinney Services befOn
, . (

i ,
,

) .

'a redirection Of interests wi h 'the acquisition of Warder Bros,-Seven
;-

. .1, .. ,'
.

..!. . , 14
,.. ( 4. ,

Arts, Ltd: in-July, 1969. In 9711 the,funeral;9pefitions and other
,

.

, constrUcti4 services were sold and the company began acqutriffig cable
. ,. , .

4, .

'-television firms. Initiilly, . .

,'number' of small CTV systems were se-
.

.;

on_\.

, '.

`quired from ctinental:Telephone Corp. (Reston, Virginia (P))
.

in t.ei t
. . ( , /

.

December; 4971.: But in, January; 1974 TeleVision Communications Corp.

°

was acquired to consolidate the cable television properties of the
.

,
,t

. .

renamed company, WarnerCommunications. Boon,alter: in §eptsmbtr, 1972,
I ,

the large Cypress. Communication's Corp., was merged into TeleVision Com- )

i.
r V

m4nications°

' TeleVision Communications Corp.
24

wad forted in 1962 and .

graddallY acquired a.num)tr of small to medium size CTV systems during
.

the'following decade (Pottsville, PennoylvInia (S) and Danville, 'in-',
ti

nois (8).), and Winter Haven, Florida°M). In 1969, Television Communi-
,

cations Corp. was not among the leading eight CTV firms and had less

tha'n 100,000 subscribers.Z However, the addition of:Cypress Communications

Corp.,
25

with over 180,000 subscriptions as of July, 1972, made Warner

the second largest-CTV firm behind only TelePrompTer. Cypress was formed

in 1965, and since.1966 had acquired, everal large systems and franchises

such as Altoona, Pennsylvania OF), Ft. Walton Beach, Florida (SF),':

(
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7.

... .,. ,

Ungsport,-Tennesse (v), Palm Springs, California (Sk) , Columbus, C

Ohio (17}, Bakersfield, California (SF); And eanton,'20hio (SF).26 In

addition, asAliesurt'ofmthe
0
Cypress acnuibltion;lVarhershaa begome'

.,
)

..
r

the.leadingl'applicalit'for new irb'an franchises throughout the nation:2.7
.

d

pus, Warner-Communicativse is s., specificexample', of the 1.1\-

. , * ..'
4

tense
,.,

interest that cable television ha0?6nerated
1

during the 1970Ise .

,

? 'The

.,

compaityla the result of./a completwredirection'of'business'into

film-making and ,cable tblevisiort is th pre.sp.of a, few years. The cable
e .

television holdl,ngs have'been accumulated predominantly by merger is -'
".

ivity
A
in1972 with the old'Cypress ComtrunicatIons'Corg. as the core '

f
v ei ;

,
.

, 4

Since Akron and Columbus; Ohio are the only two substantial undeveloped

franchises, future growth may depend on new acquisitions
28

or on re-

14

ceiving ,and .developing new franchises from among.-its over 80 applications.

, Tele-Communications, Inc.,
29

currently the third largest. CTV

-firm with 387,000 subt)cribers as of June 1, 1973,;was formed in 1968 to

vconsolidate many small cable television systems in the western states.

Since 1968, the growth of Tele7Comm ications has been almost exclu-

sively by acquisition andluerger: In JanuAry 1971, Tele-Communications

acquired Centre Video Corp. (State College, Pennsylvania (S); Avalon,

P'ennsylvania (F); Glassport, PennsylVania (F);"ird Perin Hills township

0
(F)) with substantial cable television Moldings inennsylvania. Then

in 1972, Tele-Communications also acquired Rust Craft Cable Communica-

eions, Inc. (Lima,.0hio (S)), Evening "Telegram Company (Fremont, Cali-

fornia (F) and Daly City, California (F)), Nation Wide Cablevisiun, Inc.

e.,7
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(Garden Grove, California (F), Sn Lorenzi,'Cali'fornia (F), San Mateo,

California (F), and, Bellingham, Washingtol (S)), More recently,

CommunicatiOns, acquired FCB Cablevlsion', Inc. (Sunnyvale, California,

(F),i0ceinside, California (S), PUeblo, Colorado (SP)', and Poughkeepsie,

New York (F)) in April, 1973.

'In addition to acquisitions, Tele-Communications has obtained

sharea.of franchises in7411d-around Kansas City,4MissouNtt (8QZ)4 in

Salt Lake City (F).and Ogden,
\
Utah though 50% ownership cif CoMmunity TV

of Utah, Inc.; in Vallejo, California (F-50%); and in Madison, Wisconsin

(F-25%). However, even though Tele-Communications has a substantial

edge over the other leading CTV firms in numbers of undeveloped franchis s

(primarily in California, Utah, Kansas, and Missouri), the majority ap-

pear to hhve only limited.potential for subscriptions. In addition,

Tele-Communications llge in theecompetition'for new, urban franchises.3°

Thus, Tele-Communications Inc. is primarily composed of)

smaller cli/ systems which have been accumulated by stOck acquisitions.
A

However, future growth is likely to depend more heavily on the internal

development of existing franchises, most of .which are in medium-sized
1

communities. In this sense', Tole-Communications differs from other in-

,

dustry leaders by .its apparent lack of enthusiasm for marketing cable

television in central cities.

American Television aid Communications Corp.
31

was formed

in(1968 and has since acquired CTV systems throughout the nation: Early

acquisitions included Lafayette, California .(8), Mankato, Minnesota (S),
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4,4

and 4 1969 Meredith-AvCo,(Melbourne,Florida (SF) and Fayetteville,..--
4

North Carolina (SF)), In '1970, American adquired Reading, Pennsylvania

(SF) and the franchise ;or Jackson, Mississippj. (F), anofin 1971'ac-
.

guired Charleston, West Virginia (SF) and Jefferson-Cardlina Corp;32

(Raleigh, North 'Caziblina (S), Greensbor6,' ilorth Carolina (F)). Thus,

in July,'1972, American was the third largest CTV firm with.approxi-

mately 270,000 subscriptions. ,

-
That same month - -July, 1972American agreed to merge. with

CoxsCable Communications Corp: into what would have been the second

largest CTV firm. However, ustice Department disapproval resulted in

a cancellatiOn of merger plans in April, 1973. Soon after in May, 1973,

American 'acquired the interests of Time-Life Broadcast, Inc. in several

major systems and franchises (Fresno, California (F), Marion, Indiana

(S), Terre Haute, Indiana (SF), Levittown, Pennsylvania (F)). In addi-
,';'

tion to acquisitions, American has also obtained major new franchises,

in Orlando,Floridt (F), Albany, New York (F), and Orange County, Florida

(F). Thus, as of June 1973, American has remained among the leading

four CTV firma with approximately 350,000 subscriptions.

American has grown almost completely by acquisitions of in-

,

dividual systems and small &V firms. However, American currently has

a few large undeveloped franchises and applicatiOns in many small com-

munities as well as qeyeral large onea. 33
Thus, without the possibility

of a major merger, American's growth will depend on small acquisitions

0
such as Time-Life or on internal developMent of its few large irshchises.
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The fifty largest CTV firm, p.is Cox Brpad asting,Cor,
34,35

. N

originally formed in 1964 to consolidate the 115!i dings
Z)
of five major .

,

NliF television stations and several radio stations.3 Cox TV interests

also began in 1964 with the ac4uisition of Clapsop Televisio Company

(Aberdeen, Washington (S))37 and'an interest in l'ans,Video rpt (San

.0,4 c °

Diego California (SF) and' 50% of Bakersfield, California (S)) . ,In
. ,

1960, Cox acquire&the remaining interests in Trans-Video Corp. and the

BikersfikdtCalifornia system. Then 'in 1968, the .cable television ,

.

hOldings were consolidated into, the subsidiary'Coi Cable Communications,, ,

,

Inc. and expansion of the cable properties began in earnest.i The Imajor
. .

. .

acquisition'e to tolloW wore Telesystems Corp. (Macon, Georgia (SF)) in.1,
''

199 and Santa Barbara, California (SF). in 1971.8

In addition to acquisitions, Cox has been activkin obtailing
.

4'

franChiSes in medium-sized towns and major urban areas'. Through an

80%-owned sulisidiary,,Cox obtairied a substantial franchise for Atlanta,
A

Georgia (F) in 1966. As of 1972, development of.the Atlanta fyanchise

has been inconsequefitial but Cox's survey responges indicatt'eubstantial

plans for expansion Of plant-miles. In 1961, Cox also obtained a major

franchise for Moline, Illinois (F) and neighboring Communities.' 'Then 4

in 1971, Cox, in a joint venture with Melhar 'Corp.,.obtained the'fran.7

chise to build and,operate a CTV system in St. Louis, Missourt (F) con- '

taining approximately 220;000 dwelling units. In addition, Cox olans

smaller percentages of franchises in Saginaw, Michigan (F) and Toledo,

Ohio (F).
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Cox Cable Communications, Inc., was the second largest CTV
t s,

ti
firm in Tatels January/1, 1970tabulations with almost 200,000:sub.,

ti

,

scriptions. As a result', of tvio factors, Cox havfallen to fifth ley-

gest with 275,00Q subscriptions as.of June I1, 1973. First, internal
o

. o

9

growth on Cox's major franchises has been-aslow prOceds. And second,

the pre"vioba dfsouslion has demonstrated the rapid rise "of new CTV

firms through ,major acquisitions' and mergers. In July,: 1972, Cox at-

tempted to follow a similar, route by Lerging with Ameridin Television

and Communications Corp.' HoweVer,'Justice DepartMent disappioval"

'prel'vehted consummation of what would'have been the second largiat co ,

firm. Thus, future growth of'Clx ma/ depend on the development of

its existing major franchises and itsabiXity to obtain neut major

franchises from among its15 or so existing, applications.
39

Conclusion( of Section. III
e

Thwa, a cursomexamination of concentration ratios mes1C.

impo'rtant trends within the CTV industry. For an inchstry which is

growing very rapidly in any diverge localities with no apparent,

economies of

substantial

scale across communities

trend of deconcentration.

, one would expect,to find a A

Instead we find moderate in-
,

creases in concentration of ownership. Behind the modest increasea

in.00ncentration is a very strong merger and acquisition
40

movement

a

among the industry leaders. Even though actual development has proven

successful in only wralativelyomall number of larger communities

the industry leader:1 have taken an aggressive leadAn obtaining Iran-
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,

chises in these emm6nities. In this way,4qe indus,try leaders are

guaranteeing foi themselves a 'large share of 'newsubscription growth

as small c§mmunities become saturated. Thus, even thogh estimates of

future cohcentratidnire too difficult and uncertain to, be of Interest,

A4 /' .

. one wOuldexPett futurtincreases in concentration.

,

Therefore; it appears that since 1970, the cable television 117

dustry has entered a period-of,increasing concentration. The explana-

tions and. implicatiOns.of this trend are unclear. Since CTV systems

are not competitive among themselves; the standard ,economic theory of

v
industry concentration to_achievemonopOlY profits noes.not apply and

its resulting' implications of increased price and reduced output can,
.

./

not be' inferred for the industry. Perhaps 'the, most that can be,said.
.

at this point is jh4t increased concentration in the CTV industry,, may
-,. 0 ,

reduce competition for.franchise ranta. In so doing, franchising

communities may not be able -to prevent the local monopoly 'consequences

of increased price and reduce output. However, in order to,vore( jthor-

.

, oughly answer the basic question of why a CTV system is more highly

valued by `'Large CTV'firm than by an individUalsystem owneror a

small CfV firm, the discussion will turn to ,an examinatioh of recent

vertical integration by the industry leaders in section IV.

Section IV

The Vertical,interrelatiOnships to be discus/led are those

between the five industry leaders and (1) CTV equipMent producers ;and/

or (2) programming producers. CTV equipment generally,a one -time

4
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input into construction of a CTV system whereia,programming is Ooten-
,

tially,a continuous input into CTV systems. Current programming inputs

of CTV systems are by-And-large passively derived from retransmission

of.over-the-air prOgramMing. Thus, the possibility of additional pro-

gramming originated and exhibited by CTV firms is. the primary interest

of this section.

The CTV,equipmentpiodUcing firms have. had a close historical

, ,

relatiOnship.with'tte CTV industry., In.theearly'years CTV equipment

fir4'suchas,JerrOld ElectroniCs
41

were aled-leading CTV firms. How-

ever during the 1960's the CTV equipment firma experienced a rapid

relative' decline as CTV firms. Anteb, ,Entron and General Electric still

own and develop a few medium-size syetems, but Jerrold sold its remain-

ing CTV properties to Sammons Communications in 1971 and 1972.. Such a

trend is not inconsistent with a Stiglerian theory of vertical disinte-'

gration.

'...young industries must design their
specialize4Nequipment and.ctften manufacture
it,.... When the industry attained a

.certain size and prospects,.many of these
'tasks are;' tifficiently important to'be'
turned over to specialists. It becomes
profitable fop other firma to Supply equip-
ment...742

r.

Entron and General Electric undoubtedly maintain their CTV 'holdings

(..

. ,

.

only as a means of testing new equipment.43

.

. Simultaneously with the decline of full-line CTV equipment

producers as CTV operatinglirms, there has -been marked recent trend

0 ,.

,

.

toward vertical integration into specialized equipment by the. industry
1
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I

leaders.44 TelePrompTer has acquired, three electronics firms since.

1965 and is develOping auxiliary CTV services (household security

systems) and short-haul microwave reldy.systems as a substitute for

expensive' cabling situations encountered while developing urban'CTV

systems. In addition, TeleProMpTer is iseociated with.Hughes Aircraft

-which has received .11 domestic satellite grant.
45

Similarly, Warner,

through its majority-owned s!lbsidia0 Goldmark Communications Corp,
46

is also developing auxiliary services (two -way cable capabilities,

electronic publishing, and programmed educationhl material for tele-

vision), short-haul microwave transmission, and domestic satellite

capabilities. In addition, Tele-CoMMunications through its subsidiary

Western Tele-COmmunications, Inc. has red granted its application for
P.

satellites to relay television, voice, and data signals domestically.
47

Thus, vertical integration by leading CTV firms into equip-

ment has been aimed at very specific research and development'-a,tivity.

Auxiliary CTV service could provide sophisticated extensions to the

basic CTV services', Short-haul.micrawave transmission will be essential

in order to avoid.costly cabling in the dense urban television markets.

AmoiLdomeatic satellites, in conjunction with ground stations tied into

regionalfmicrowave systems, could'provide simultaneous interconnection

of a firm's entire subscribership and allow. the development of cable

television networks.. As shall be discussed in section V, this interest
)

-..:

of leading CTV arms in domestic satellites seems to be closely in 'r-

relatedrelated with the increased industry concentration from the growth of

4
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"CTV chains" previously discussed and with the vertical integration of
\

these leading.CTV firms into programming to be discussed next.

With a few exceptions, vertical integration into 0A4-ogramming

is confined to the leading five.CTV firms.
48

TelePrompTer had been

involved in, closed circuit telecasts of entertainment, sports events,

and business meetings even before it directly entered into programming

production with the acquisitiOn of Filmation Associates in 1969. Film-

atioa is a producer of animated programming and in 1971 entered a,joint

venture with Warner Bros. to produce'animated films. TelePrompTer plans

to expand Filmation into other lines of prOgram production.49 In acidi-

tion, TelePrompter.in1972 acquired Mulak, Inc., a producer of television

background music.

In the case of Warner Communications, programming interests

began in 1969 with the acquisition,of Warner Bros.-Seven Arts, Ltd.,

while entry into the CT" industry did not occur until 1971. The Warner

bros. subsidiary finances and produces feature motion pictures for

theatre and television diskribution, produces television series, and

produces phonograph records. Similarly, in their 1971 Annual Report,

Twentieth Cehtury.F xaltio expressed its intent to make significant

acquisitions atd investments in the CtV industry citing the 1972 easing

of FCC regulatory restrictions as, the motivation. Even though Twentieth

Century Fox has not made good oh its, promise, there seems to be a growing

Affinity; of major motion picturc.producers for the CTV industry.
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Tele-Communications entered, program distribution and pro-
.

duction in 1971, with the acquisition of 78,41of National Telefilm

'Associates, Inc. National Telefilm is primer/1 a film distributor, '

but is also'involved in production of film and tape series. In 1973,

Tele-Communications alsoacquired NBC's .television program syndication

business. Thus, Tele-Communications is a significant program distri-

butor.

...American Television and Communications possesses no program-

interests which may have been one reason for its aborted attempt

to merge with tox Cable in 1972. Cox entered program production in

1967 with the acquisition of Bing Crosby Prodctic and has since

.produced several major motion pictures and television oeries. 50 In the

,197018, Bing Crosby also entered joint ventures for the production of

modest budget motion pictures.

Thus, one primary interest of the CTV industry leaders has,been

the production of motion pictures. With few exceptions, this prograt-',

ming production has been intended for primary.distribution through the

existing theatre and television outlets, and not through the firm's own

CTV systems. This curious phenomenon is the result of a combination of

current economic, technical, and regulatory limitations to be mentioned

in section V. The economic and technical limitations with Cable tele-

vision networking are potentially surmountable, but the regulatory

limitations are another matter.

C
.4"
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Conclusion: of Section IV.

The recent trends of vertical integration within the CTV

industry appear to be more than nn incidental sidelight to the primary

CTV operations. The trends in concentration and vertical integration

seem intentional and coincidental.- Section V will consider the pos0.-
4

ble 'extent to which they are also complementary.

Section V

One possible explanatory, scenario of the relationship between

the trends of concentration and vertical int2gration.rests upon the

public good nature of programming. Programming is a public good in that

the marginal production costs of distributing the programming to addl.-

,

tional subscriptions is zero. This is not to say that the distribution

costs of programming to additional subscribers is zero. on the contrary,

these distribution costs will include operating and capital coats of

wiring new subscriptions on existing systems as well as intersystem pro-

gram transmission costs for wiring new subscriptions on new systems. 1

4 ,

.

However, programming may generate revenues from additional subscriptions

(subscription effect) which dominate the distribution coati; as w411 33 the

fixed production coats of the programming.

At it stands currently, CTV system revenues are limited almost

completely to monthly subscription charges.
51

Pay cable charges
52

and

advertising
53

on originated programming
54

are inconsequential sources of

revenues for CTV systems as a result of FCC restrictions
55

and the unproven

profitability of originatibn. Thus, CTV exhibition of originated program-

ming is completely a growth phenomenonits existence depending on the
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profitability of the new subscriptions obtained. In other words, with

monthly charges as the only source of revenue, themarginal increase in

revenues from new originated programming is equal to the monthly revenue

un the-new subscriptions indUced by the programming --the subscription
1

effect. In addition, the maintenance of such originated programming de-

pends on the existence of a viable over-the-air a&ernative. 56 Liberal-
,, .

ization of the FCC's rules restricting origin4ced programming would

certainly be the first step in allowing cable television the chance to

profitably melt public demandS for additional programming.
y ,

Individual CTV systems hiye traditionally vrosPered from
e ,

importation of distant network and independent signals. In now-urban

areas, the demand for imported signals was so substantial that subscyip-

tion revenues dominated thecapital costs of the plant construction and

the costs of importing and retransmitting the programming, especially

since no copyiight fees were required. In addition, some CTV systems

have found that low cost local origination attracts enough additional

subscriptions to be Profitable. However, few CTV systems have found'

syndicated programming accessible (territorial exclusivity) or profitable.
57

For multi-system CTV firms, the lack of direct interconnections

between CTV systems presents a substantial barrier to the initiation of

networked programming. ,Even the bicycling
58

arprogramming among systems

has been inhibited by the incompatability of videotape and film equipment.59

Some leading CTV firms have taken small steps to overcome these problems

by updating their individual systems in close geographical proximity.")

The strong interest of the leading CTV firms in domestic satellites is an
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indication that this new distribution tecLaology may significantly

lower the initial barrier to the networking of originated programming.

With a distribution/technology such as domestic satellites

linking CTV systems simultaneously, the public good nature of program-

ming implies that larger CTV firms would have a substantially greater

incentive to network originated programMing. 61
This is especially

true of CTV firms'with undeveloped franchises in urban, areas where

the subscription effect of originated programming is presumably the

greatest since these areas'have the best access to most existing oources

of programming. 'Public announcements of their intent to network and

their disposition to vertically integrate into programming indicate

that the industry leaders expect networking of originated programming

to eventually be profitable. In addition, the large number of recent

stock acquisitions and mergers signal the.recognition of the additional

profitability of spreading one at of program costs over the merged CTV

systems, benefiting both seta of stockholders.

In addition, the public good nature of programming creates
4

en incentive for large CTV firms which are planning to network originated

programming to acquire individual systems with potentially substantial

subscription effects. Owners of such systems without access to equiv-

alent programming will be unable to internalize the profits frOm the

subscription effect. Thus,, there exist prices at which the Acquisition

becomes mutually beneficial fo both parties. Mis,is one poosible ex-

planation- for the large nUmber.bf recent acquisitions of individual CTV
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ays'tems by large CTV firms if it can be argued that planned originated

programming by these large CTV firms'is superior to the programming

available to individual CTV systems.

Thusly armed, a btief explanatory scenario linking the con-

centration and vertical integration trends can be presented.

Before 1966, imported over-the;iir signals were adequate to

profitably penetrate all but the super television marLets (New York,

Los Angeles,
2

Chicago, etc.) where imported signals would merely 4u-

plicate existing signals. However, the FCC's 1966 restriction on

importation into the top 100 television markets
63

ended the supply of

costless high quality programming which CTV operators in these markets

required for profitable penetration. Thus, as in the auper-televibion

markets, growth of cable television in the remaining to 100 markets

vas cemented to originated programming. Individual CTV firms in these,

markets were denied their primary additional programming sources, and

large CTV firms franchising major urban communities were forced to

consider origination of programming. By setting up the previously dis-

cussed incentive atructuFe, the 1966 restriction of importation, pre-

cipitated an acquisition and merger movement within CTV industry.
64

However, this argument is not sound unless there are reasons

to believe that local origination and market sources of syndicatedt,pro-
%

gramming available to individual CTV systems are inferior relative to

the potential network programming. of large CTV firms. Even though some

CTV operators have held high hopes of penetiating urbpn minority _clusters

with local minority programming,' it certainly seems that low cost, low
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talent local origination would have lesser viewer appeal than the

originated programming a large CTV firm could profitably 'provide with

an adequate distribution technology. Similarly, in order for large

CTV firm to substantially penetrate the super television markets,

their originated programming would have to compare favorably with the

existing independent over-the-air programming derived from-the syndi-

cation market.

Thus, unable to rely on local origination or the syndication

market, CTV systems would have to form their own networks by affiliation

in order to fully internalize the subscription effect from originated

prograMning. However, attempts to form CTV networks.in this way have ,

faite?, as a result of lack of participation.
65

It seems that this

phenomenon is more than the result of eransactionsedate or the per-
,

vasive distribUtion barrier. Th .leading CTV firms have such. a dominant

control over those CTV franchises where new programming could Substantially

increase penetration, that their refusal to participate guarantees the

failure of a tTV network. In particular, Shapiro's dissertatiOn survey

found that telePrompTer has a strict policy against cooperative programming

arrangements with other CTV operators.'66 Thus, CTV concentration is

self-perpetuating by'providing leading CTV firms with leverage to prevent

industy-wlde networking and maintain the existing incentive structures.

Normally, even the leading CTV firms would have only limited

access to programming because of the pre-eminInce of theatres and over-

the-air television as distribution !channels. The largest CTV firms can
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reach only 1% of the nation's television homes, whereas theatres and

television haute' nearly 100% coverage. However, vertical integration

has piovided the leading CTV firms with programming affiliations

'uneceasary"--Ss in the sense of Stigler's young inaUsteies--for ini-

.tial effort's toward CTV networking. Such experiments with networking .

seem likely as soon as the distributional barrier is overcome by the

deployment of domestic satellites.

The abo"e argument attempts to account for the apparent

interconnection between the increasing concentration within the CTV

industry, the rapid growth of "large STV firms by acquisition and

merger, and the vertical integration of these large CTV firms into

domestic satellite technology and program production. .The argument

is by no means a completely consistent anifaccurate explanation for

these trends within the CTV industry. Instead it is a simple explana-

tory scenario prepared as food for thought.

Conclusion

TO conclude, this paper has simply attempted to document

the recent alternations in the industrial structure of the CTV industry

and to grasp for an understanding of the causes. The basic observation

has been that similar to over-the-air television, the public good as-

pects of programming are driving cable television toward the formation

of networks. However, unlike over-the-air television where more than

one station can serve a community and wtiere networks are..formed by



-31-

affiliation of stations, cable television technology almost requires a

. single distribution system and cable television networks are evolving

.through ownership of systets. This leaves many important policy, questions

unanswered. What type of direction, or lack of direction, should be im-'

posed upon the development of the cable television industry in order to

obtain'optimal television services now and in the future?

An optimal production ofsprogramming requires that everyone

have viewing access.' An optimal cable distribution network requires

that the plant be unique. Y;t, the provision ,of high quality and diverse

67,
programming material requires competition among program exhibitors.. -

These objectives 0 e not mutually exclusive. The first best solution
4.

would the "Separation of the media from the message" whereby the

distribution system'would simply be a nondiscriminatory carrier of

multiple channels of programming prOduced by others.
68

A possible second beat solution suggested from earlier argu-

ments might be the limitation of concentration over cable distributions

by means of anti-trust action. If such 'a policy could successfully limit

all CTV firms to an inconsequential ownership of cable distribution' facil-

ities, then the economies of networking might force CTV firms to behave

approximately like non-discriminatory carriers of programming. In other

words, without concentration over distribution, CTV networking activities

might be spun off to specialists who would produce programming and ex-

hibit it by purchasing time,frOm all CTV firma. Such an alternative

solution may be of interest, Should the first best solution prove poli-

tically infeasible.
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Footnotes

1
Cable television will hereafter be abbreviated "CTV" when used as an
adjective.'

2
For an interesting'discussion of the early work of Parsons and %alson,
see Phillips [19721, chatters 1-6.' It is also interesting to rote that
John Walson is still a major CTV operator. He is principle owner of
Service Electric Cable TV, Inc. which is the eleventh largest CTV firm
(as of June 1, 1973) and consists of several large systems in Pennsyl-
vania including Allentown, Pennsylvania,with'over 40,000.subecribers
and Mahanoy City, Pennsylvania with over 20,000 subscribers.

3
The FC freeze was ostensibly for the purpose of,allawing the commis-
sion time for formation of regulatory policy for licensing the use of
the television' spectrum in the public interest.

4
TV Factbook-Services Volume, 1972-1973, p. 75a.

5
This explanation do'es not reflect all the relevant factors contributing
to CTV growth.. In pArticular, CTV growth and penetration have been
greatest in communities just beyond-tha television broadcast range of

.New York and Los Angeles, both of which have a substantial number of in-
dependent television stations over and above three network affiliates..

6
.The FCC favored a policy of local television spectrum allocations in
order to promote the use of the television media for accenting local
interests and concerns.

7Seiden [1965] pp. 83-84.

8Smith, Ralph [1972].

9
.Seiden [1965], pp. 58-62.

1
°Tate (1971), p. 106.

I

. . .
11
TV Factbook-Services Volume, 1973-1974, p. 84a listed total industry
subscriptions at 6,000;000 for JanUiry ir 1972 and 7;300,000 for.January
1,4973. Thus, 6,650000p is simply the midyear average, :
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12
CATV Station Activity Agenda, hly-DeceMber, 19,72.

13
Weekly Television digest, Special NCTA'Convention Supplement, June

17-20, 1973, p. 1.

14
A five month industry subscription growth of 700,000 implies an ap-

proximate yearly growth of 1,700,000--400,000 over the maximum industry
growth year of 1972.

15
TV- Factbook- Services Volume, 1972- 73,'p. 75a.

16,T
elePrompTer Corp. is a publicly-held corporation with approximately

3.1 millibn share's of common stock outstanding as of July, 1972. How-
ever; piimary stockholders are Los Angeles sports promoter Jack Kent
Cooke'With 16.1% of outstanding stock and Hughes Aircraft with 5.5% of
outstanding stock (Wall Street Journal 12/3-8;3). Other important stock-
holders are Irving B. Kahn and H. J. Schlafly, the co-founders, and Jack
Wrether as a result of stock acquired from Western Union Telegraph Co;
in 1965., TelePrompTer Corp.headquarters is in New York City.

17
Historical information on TelePrompTer to follow is primarily from

Moody's Industrial Manual, 1973, pp. 3172-3174 and TV Factbook-Services
Volume, 1972-73. Specific systems menti A hereafter will have at
least 10,000 subscriptions,(1-4icated ad/or 20,000 expected sub-
scriptions in five years andicaed uy a& Pported by the TV Factbook,
1972-73 systems surveys.,

18
In December, 1971, Irving B. Kahn--co-founder, chairman, chief execu-

tive officer, member of the board of directors, and important stockholder
of TelePrompTer--was found guilty, fined, and sentenced to five years in
prison for bribery of the mayor and two city councilmen of Johnston,
Pennsylvania in return for the 1966 grant of an exclbeive franchise (Wall
Street Journal 10/21-38;2). As a result, Kahn has been replated in the
executive positions and On the board of directors.

19
TV-Factbook-Services Volume, 1973-74, p. 83a.

20
Historical information on H&B

from Moody's Industrial Manual,
Communications to follow is primarily
1970, p. 2039 and TV Factbook-Services

Volume, 1972-73.

21
Tate, p. 106.
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22
Since J41y, 1972, TelePrompTer has obtained franchises in Anaheim,

California; Gary, Indiana; and Duluth, itinnesota-Superior, Wisconsin.
Additional major applications'include Birmingham and Montgomery, Ala-
bama; LA-Watts and Sacramento, California; New Haven, Connecticut;'
'Washington, D.C.; Jacksonville and Tatpa, Florida; Chicago, Illinois;
Minneapolis-St.,Paul, Minnesota, Middletown, Bronx, and Queensl.New
York; Pittsburgh, PennsylVania; Richmond, Virginia; and-Milwaukee,
Wisconsin.

23Warnor Communications is a publicly-held corpokation with headqu-Aers
in Nefq York City. Historical information on Warner to follow is ptima'rily
frOm Moody's'Industrial Manual, 1973, 'pp. 2759-2763 and TV Factbook-
Services Volume, 1972-73,

24
Historical information on TeleVision Communications Corp. is primarily

from Moody's Industrial Manual, 1971, p. 229 and TV Factbook-Services,
Volume, 1972-73.

25
Historical information on Cypress Comminications Corp. is primarily

from Moody's Industrial Manual, 1971, p. 76 and TV Factbook - Services
Volume, 1972-73.

26
The Canton, Ohio dystemi cost Cypress 5.6 million dollars in 1972.

This amounts to approximately $350 per existing subscription (16,000
in 1972). e

27Warner's.Warner's. majd, applications include Birmingham, Alabama; Phoenix,
Arizona; Little Rock, Arkansas; Sacramento, California; New Haven,
Connecticut;. Washington,' D.C.; Jacksonville,and'Tampa, Florida, Chicago,
Illinois; New Orleans, Louisiana; Baltimore, Maryland; Boston~ and
Springfield, Massachusetts; St. Paul, Minnesota; 0m6a, Nebraska; Cin-
cinniti and Dayton, Ohio; Providence,lhode Island; Dallas, Fort Worth
and Houston, Texas; Richmond, Virginia; and Milwaukee, WiscrrnStn--m6st
as a result of the merger with Cypress.

28
In 1973, Warner attempted to acquire SOrling.Manhattan with its over

40,000 subscriptions in lower E.sahattan and franchise on Long reland.
However, the acquisition was terminated as a result of, the inability to
reach an agreement.

29T
ele-Comumnications is a pUblicly4kaid corporation with heOquarters

in Denver, Colorado. Historical information on Tele-Communications to
follow is primarily'frot Moody's OTC Industrial Manuai, 1973, pp. 425-

426 and TV Factbook-Servtces Volume: 1972-7L
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its less than 30 applications, the only major ones appear to be

Sacramento, California; Jacksonville, Florida; Portland, Maine; and
Omaha, Nebraska.

31
American Television and Communications Corp. has its headqua.,:ters in

Denver, ColOrado. Hibtorical information on American Television and
Communications Corp. to follow is primarily from Moody's OTC'Industrial
Manual, 1971, p. 70 and TV Factbook-Services Volume, 1972-73.

32
Jefferson-Carolina Corp. was acquired from United Utilities,, Inc. and

Jefferson-Pilot Corp. The acquisition involved systemsofrenchises;
and applications predominantly in North Carolina where United Utilities
operate!) many local telephone systems,

33
American's major applications include Sacramento, California; Jackson-

ville and Tampa Florida; Portland, Maine; Bal,timore, Marylandl,Middletown
and Queens, New York; Omaha, Nebraska; and Previdence, Rhode Island.

34
As_of 1972, J. M.'Cox, Jr., chairman of Cox Broadcasting Corp. and

Members of tA Cox family controlled -58% of the 5.8 million putttanding
shares of common stock in Cox Broadcasting Corp. which in turn owns 56.3%
of the nearly 3.6 millionoutstanding shares of common stock in Cox Cable
Communications, Inc. The headquarters of Cox Broadcasting Corp. is in
Atlanta, Georgia.

35
Historical information on Cox to follow is primarily from Moody's In-

dustrial Manual, 1973, pp. 1240-1241 and TV Factbook-Services Volume,
1972-73.

36
The VHF television stations are iu Atlanta, Georgia; Dayton, Ohio;

Oakland, California; Pittsburgh, Pennsylvania; and Charlotte, North
Carolina; and the'radio stations arg in Atlanta, Georgia;Dayton, Ohio;
Charlotte, North Carolina; and Miami, Florida.

37
Among the ayatema obtained from Clapsop Television Co. was the Astoria,

Oregon system originated by L.,E. Parsons in 1948.

38
The Santa Barbara, California' system cost Cox approximately 7.9 million

dollars in 1971. This amounts to approximately $260 per existing subscrip-,
tion (i 30,000 in 1971).
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39Cox's
major applications include Sacramento, California; Peoria,

Illinois; Omaha, Nebraska; Pittsburgh, Pennsylvania; Milwaukee, Wis-
consin; Cleveland and Dayton, Ohio. One possible reason for Cox's
desiro to merge With'American Television and Communicatioos Corp.
might have been its relatie lag in franchise application as compared
to other industry leaders. The merged firm would have put th6 combined
,firm on a par with TelePrompTer and Warner in applications astwell as
subscribers. ,

40
The predominant method of acquisition is by common stock. Thus,

'.acquirqd firms become important stockholders in the acquiring firms.

4
1Milton-Jerrold Shapp started Jerrold Corp. with $500 in'1047.. He

was instrumental in the early development and applicatiOn of community
antenna and cable technology. Shapp sold his interests in 1966 for
$10 million in order to enter Pennsylvania politics. He was elected
governor of Pennsylvania in 1970. Jerrold Corp. is now a'subsidiary
of General Instrument.

42
Stigler (1951), p. 190.

43This
point was suggested to me by my uncle, Howard Gordon, who is

ansemployee of General Electrfc.

44
Information on the vertical integration of the firms to be_discussed

is primarily from Moody's Industrial Manual, 1973.

45
1n 1972, the FCC granted several applications for domestic satell tes

including 6e by Hughes Aircraft' which stated its plans for p6int t
multi-point program transmission necessary for a CTV network. Tele-
PrompTer-also has pending applications for earth stations. (Pikes and
Fischer Radio Regulation (24), 1972, pp. 1942 1963.)

46
GoldmarkCommunications is heeded* by Dr. Peter C-sldmark who was in-

strumental in the develOpment of the long playing record, color tele-
vision, and video cassettes.

47
The application called fortwo satellites and six domestic ground

stations to be eventually extended to hundreds of grOund stations.
The satellites would be capable of carrying twenty channels of tele-

0
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48
Viacom International, Inc., .the sixth largest CTV firm, was sPunoff'

from CBS in 1970 when the FCC ruled that no network could maintain an
interest in any CTV systems' (Phillips [1972], p. 131). Anyway.; Viacom'
is, engaged in worldwide program syndication and distribution.

49
I4elePrompTer Annual Report, 1971.

,

1

t-Bing Crosby's two'most successful recellt:tootion pictures were "Williard"
and "Ben," and its most successfidtelevisionSeries.was "Hogan's HeroeS:"

51
Monthly subscription charges range'from $3:00 to $25.00, but are ge-

erally $5.00 to $6.00.

52
Pay cable charges. are fees for additpnal programming such as new

movies which, are obtained independentl4 by CTV systoS or could be pro-
duced by CTV firms. Currently, there is only limited experimentation
with' pay cable. Most notable is Warner with ten operationyl pay cable
systems ("Broadcasting," Oct. 8, 1973., pp. 22-23).

55
Advertising on retransmittedsignals must be carried as is) and tom- .

mercial advertising on originated programming is prohibited by the FCC.

54
Originated programming on a CTV system in,this paper means exhibited

programming which ;is obtained by purchase,from'programming production,
sources or ,self-produced, that. is, prOgramming noi obtained by retrans-.
'mission of'existing over-the-air television sigrols.

55
Current FCC regulations (Oct. 1, 1972, 47, CFR, 73.643-4) essentially

restrict purchased originated programming to feature films released no
earlier than two years before'cape television exhibition and to sporting
events not desired by over-the-air television. No aeries programs are
allowed. However, self-produced non-series programs could be exhibited.

-4!Nith,a "wired nation" and the demise of the over-the-air alternative,
CTV firms could eliminate originated programming without a subsequent
loss of subscriptions=

p
57
Manning [1973) estimated the rates for syndicateeprogramming to be to

high fo* profitable'exhibition on most CTV, systems. Manning, also poiks
out thatthe greater TV home coverage of over-the-air television and ,

territorial exclus.vity in the distribution of syndicated programming
will prevent cable television access to this mdrket for programming.

. ;
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58
Bicycling of programming means distribution by sequential mailing of

vi4eotipe or firm to the varioussystems for exhibition. This method
of istribution lacks simultaneity of exhibition characteristic of the
major over-the-air networks.

59
Shapiro [1972], 'pp. 34 -3i.

6 0CTV
firms standardizing equipment include American Television and

Communications Corp., TelePrompTer, Tele-Communications, Inc., and
Cablecom-General, Inc. 'CTV firms interconnecting systems by microwave
include Tele-Communications, Inc. Shapiro [19721, chapter IV.

61
Th4s'argument is based on theassumption that domestic satellites will

not only reddie the cost of simultaneous distribution, but will .'.so
result in economies of scale in distribution with respect to the :umber
of systems interconnected.

62
Current penetration in New York City is primarily from improved re-

ception in areas with building interference. Current penetration in
the Los Angeles area is also from imprOved reception of VHF signals and
closely spaced VHF signals.

63
Severe restrictions on the importation' of signals into the to 100

markets issued on 'March 8, 1966 were a result of phe FCC's misguided
concern over cable television's threat to the viability of UHF television.
The concern was misguided in that later evidence indicated that cable
television improves viewership of UHF stations by their improved reception
on cable.

64
In interviews with TelePrompTer officials, Yoillips [1972] noted that

TelePrompTer acquired some major CTV systems .1% good pries because the
individual system owners perceived a substantial threaCto the future
growth of their concerns from the 1966 FCC rulings.

65
Shapiro [1972).

66
Shapiro [1972], pp. 113-114.

67
Beebe [1972].

68
Owen [19701.
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Abstract

After a brief review of the growth of cable television

'from 1948 to 1965, the paper examines in more detail trends in the

structure of the industry'since 1965. Specifically, interest re-

volves around the apparent trends of concentration and vertical

integration within the industry.: Subscription concentration ratios,

are.estimated from 1965 to 1973, and they partially confirm the

trend of increased concentration. Corporate histories of the leading

-
firms are then used to demonstrate that the increases in concentration

have been the result of a pervasive acquisition and merger movement

within the industry. In addition, documentation is presented of

vertical integration.by the leaditig firms into both program production

and development of specialized equipment.

Finally, an attempt is made -to associate these recent trends

in the structure of the cable television industry with the public good

aspects of programming. The conclusion is that cable television is in

the early stages of network formation via concentration of subscriptions

and integration into both programming and domestic satellite technology.

Some thoughts o,, possible policy alternatives conclude the paper.


